Strategy, perceived environmental uncertainty, management accounting systems and performance: An empirical investigation by Chong, Kar Ming
Edith Cowan University 
Research Online 
Theses : Honours Theses 
1995 
Strategy, perceived environmental uncertainty, management 
accounting systems and performance: An empirical investigation 
Kar Ming Chong 
Edith Cowan University 
Follow this and additional works at: https://ro.ecu.edu.au/theses_hons 
 Part of the Management Sciences and Quantitative Methods Commons 
Recommended Citation 
Chong, K. (1995). Strategy, perceived environmental uncertainty, management accounting systems and 
performance: An empirical investigation. https://ro.ecu.edu.au/theses_hons/665 
This Thesis is posted at Research Online. 
https://ro.ecu.edu.au/theses_hons/665 
Edith Cowan University 
  
Copyright Warning 
  
 
  
You may print or download ONE copy of this document for the purpose 
of your own research or study. 
 
The University does not authorize you to copy, communicate or 
otherwise make available electronically to any other person any 
copyright material contained on this site. 
 
You are reminded of the following: 
 
 Copyright owners are entitled to take legal action against persons 
who infringe their copyright. 
 
 A reproduction of material that is protected by copyright may be a 
copyright infringement. Where the reproduction of such material is 
done without attribution of authorship, with false attribution of 
authorship or the authorship is treated in a derogatory manner, 
this may be a breach of the author’s moral rights contained in Part 
IX of the Copyright Act 1968 (Cth). 
 
 Courts have the power to impose a wide range of civil and criminal 
sanctions for infringement of copyright, infringement of moral 
rights and other offences under the Copyright Act 1968 (Cth). 
Higher penalties may apply, and higher damages may be awarded, 
for offences and infringements involving the conversion of material 
into digital or electronic form.
STRATEGY, PERCEIVED ENVIRONMENTAL UNCERTJIJNlY, 
MANAGEMENT ACCOUNTING SYSTEMS 
AND PERFORMANCE : 
AN EMPIRICAL INVESTIGA noN 
by 
KAR MING CHONG 
A Thesis Submitted in Partial Fulfilment of th~ 
Requirement:> for the Award of 
Bachelor of Business with Honours 
''nt the Fa~ulty of Business, 
Edith Cowan University 
Date of Submission: 8th December 1995 
USE OF THESIS 
 
 
The Use of Thesis statement is not included in this version of the thesis. 
ABSTRACT ,, 
I 
',I 
This thesis is an empirical examination of the role of strategic business wtit (SBU) strategy 
and perceived environmental uncertainty (PEU) en the relations between 'management 
accounting systems (MAS) design and SBU performance. 
Two extreme strategic postures of Miles and Snow's typology were used in this study. They 
were prospector and defender. ~S design was defined in terms of the extent to which 
managers' use of broad scope MAS information character:stics for dedsion making; 
A survey research methodology was used in this study. The response!~ of 62 SBU managers, 
drawn from a cross-sectir:m of manufacturing companies in Western Australia, were used in 
the data analysis. The companies included in the sample were randomly selected from a 
list of manufacturing companies published in Kompass Australia {199-l/95). 
A path anatytic lcchnique was USl'CI to test the hypotheses develope? in this thesis. The 
results indicated that under high (low) PEU, the usc of broad (narrow) scope MAS 
infonnation by managers operating in firms pursuing prospector (defenderHype strategy 
led to effective decisions, thus contributing to improved SBU performance. 
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CHAPTERl 
Introduction 
Motivation for the Study 
Numerous studies have examined the relationships between contingent variables (e.g., 
structure, perceived environmental uncertainty and strategy) and management accounting 
I 
systems (MAS) design on perfonnance (Hayes, 1977; Gul, 1991; Mia, 1993; Gul & Chia, 1994; 
Mia & Chenhall, 1994; Abernethy & Guthrie, 1994). Results of these studies suggest that a 
"fit" between the continger.t variables and the design of MAS leads to improved 
2 
performance. 
' An understanding of thP impact of stmtehic chokes on mnnagement control ,;ystems 
design has been argued as a research imperative (Ot!L•y, 1980; Govindamjan & Gupta, 1985; 
Dent, 1990; Simom, 198?; 1990). Simons (1987, p. 357), for example, t~rgued "the potential 
importance of understanding the relajonship between strategy and nccounting control 
systems ns <l prerequisite to the development of general theories concerning nccounting 
control systems in complex orgnnisations". However, he observed that an understanding of 
the control systems choice in firms pursuing differer.( strategies frow an accounting 
perspective has been limited. Simons's argument is supported by Govindarajan & Gupta 
(1985, p. 51) who argued that "empirical investigations on linkages between strategy and 
control systems have tended to be very spar:se". 
fn addition, research on the influence of strategy on the role of nccounting information and 
performance aprears to be equivocal. Simons (1987), for example, found that a firM 
pursuing a prospector-type strategy tended to emphasise more on accounting information 
I 
relative to a finn pursuing a defender-type strategy. Specifically, he found that a prospector-
type business unit tended to attach a great deal of importance to fm·ecasting data, settir.g 
tight budget goals, monitoring outputs carefully and emphasising frequent reporting. In 
contrast, Govindarajan (1988) found a low emphasis or reliance on financial information in 
business units pursuing a prospector-type (differentiation) strategy. He concluded that 
financial controls such as budget-based evaluation systems might be more appropriate for 
business units adopting d defender-type (low-cost; strategy. The inconsistent results and 
lack of understanding of the impact of strategic choice on the role of accounting information, 
lead to ll-te first motivation of this study. 
Prior studies (e.g., Miles & Snow, 1978; Govindarajan, 1988; Gul, 1991; Mia, 1993; Gut & 
Chia, 1994; Mia & Chcnhall, 1994) haw .;;uffered from fragmentary and incomplete rE'search 
frameworks. Miles and Snow (1978), for example, ncknowledged the importance uf the 
association between the type of strategy pur~ucd by a firm and the environment, but they 
failed to empirically examine the role of n::::counting infornution nnd performnnce. 
Govindarajnn (1988), on the other hand, investigated the impact of strategy Cl_nd one aspect of 
accounting control systems on performance, but f<lilcd to examine the impact of the 
environment and the role of uccounting infonn<Jtion in his study. Other studies (e.g., Gu:, 
1991; Miu, 1993; Gul & Chia, 1994; Min & Chcnhnll, 1994) hnve provided strong empirical 
evidence to support the influence of pcrr:cived environmental uncertainty (PEU) and MAS 
design on performance, but they failed to consider the impact of strategy. Moreover, Otley 
(1980, p. 94) argued that in nssessmg orgnnisntional performunce, it is importnnt to 
determine the per( .. ·rmance, in part, "by the objectives of the organization [strategy] itself 
rather than by externally imposed standard". Given the importance of the association 
be!\veen strntegy and PEU, there has bec.1 a surprising bck of empirical investit;ation on the 
effects of these two variables on the rebtion between the role of accounting information and 
performance. The conflicting results of prior studies may be attributed to the lack of a 
coherent rescan:h framework which integrates environment, strategy, MAS information 
2 
characteristics and performance. To date, no study has examined jointly the impact of PEU 
and strategy on MAS design and performance. Given the existing limitations of prior 
research work on t..~e area of MAS design, this study is motivated by the need to develop an 
integrated research framework to examine the role of strategy and PEU on MAS design and 
performance. 
Chapter Outline and Organisation 
The thesis is organised as follows: Chapter 2 provides a review of the relevant literature on 
contingency theory in MAS research. The relevance of the conclusions from the results of 
theoretical and empirical studies are identified. 
Chapter 3 discusses the concept of SI3U strategy, PEU and MAS. This is followed by the 
theoretical discussions that i<>ad to hypotheses formulation. A proposed empirical model is 
also presented in this chnpter. 
Chapter 4 presents the research method used in this study. TI1e sample selection and 
measurement insttuments are explained und justified. 
Chapter 5 presents and discusses the results of the data analysis. The results on descriptive 
statistic;;, test of instruments' reliubility and validity, correlation matrix and regressions to 
test the hypothes~s proposed in Chapter 3 are presented in this chapter. 
Chapte:; 6 concludes with a summary of the major findings and the implications of the 
result::;. Limitations of U1e research and further research avenues arc also discussed. 
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CHAPTER2 
Literature Review 
Introduction 
The contingency approach in management accounting systems (MAS) research has come to 
replace the earlier universal approach. The universal approach is based on the premise that a 
universally appropriate accounting system exists, independent of unique organisational 
circumstances, Otley (1980, p. 413) suggested that: 
the contingency theory is based on the premise thilt there is no universally 
appropriate accounting system which applies equnlly to all organisations in all 
circumstances. Rather, 1! suggests that particular features of an approprinte 
accounting system will depend upon the specific circumstances in which an 
organisation finds itself. 
Contingency theory has its beginning in the nHlnagcmcnt literature, particularly in 
organisation theory. An organisation was initially viewed as existing in a closed system 
where it was independent of its environment. Studies in scientific management (e.g., Taylor, 
1967) provided the impetus for the application of universal approach in organisational 
design. Challenges to the universal approach began in the 1960s. Researchers began to adopt 
an open system perspective of an organisation where it was viewed as a set of 
interdependent parts which formed a system. TI1is system, in turn, would interact with the 
environment. The interactive nature of the parts within the organisation, and between the 
organisation and the environment give rise to the central idea of contingency theory. Early 
4 
contingency researchers (e.g., Burns & Stalker, 1961; Woodward, 1965; Lawrence & Lorsch, 
1967) were interested in organisational structures and the external environments in which 
the organisations operated. Contextual variables (e.g., external environment) were 
suggested to have an influence on production technology (Woodward, 1965), and the 
organisations' structural flexibility along a mechanistic-organic continuum (Bums & Stalker, 
1961). By the mi.ddle of the 1970s, the application of contingency theory to the analysis and 
design of management control systems was recognised as dominant in the field of 
organisation theory. 
Contingency Theory in MAS Research 
Hayes {1977) proposed three major contingencies that were likely to affect managers' 
evaluation of subunits' effectiveness. His resrarch framework is shown in Figure 1. Hayes 
found that environment and interdependency played important roles in determining the 
effectiveness of marl<eting and research ,lJld development subunits. Production subunits 
relied more on internal factors as measures of effectiveness. Hayes's study implied that a 
sole usc of financial accounting information to measure the effectiveness of different 
subunits was inadequate. Performance evaluation criteria .:.hould include non-financial 
measures to evaluate subunits that were affected by contingencies such as environment and 
subunits interdependency. 
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Deparbnental 
effectiveness 
Figure 1. Hayes's assessment model 
Intemal 
Interdependency 
Environmental 
• Productivity 
• Cost behavior 
• Supportive 
relations 
• Manpower 
utilization 
• Work group 
cohesion 
market 
• Dealer 
opinions 
• Environmental 
stability 
• Environmental 
diversit 
Note. From "The Contingency ll1eory ()[ ManagL'rial Accounting," by H<1yes, D. C., 1977, 
The Accounting Review, 52, p. 23. 
Waterhouse and Tiesscn (1978) propos~d two contextual variables (technology and 
environment) in developing a conceptu!ll model for the comparative analysis of 
organisations. They argued that !Ill organisation's structure is influenced by these variables. 
The structure, in turn, affects th·~ design of !Ill organisational control system where MAS is 
part of the control sy~tem. Wr~te.rhouse and Ticssen's model, therefore, implies that the 
design of MAS follows the organisation's structuml decisions. The comparative model 
allowed organisationr~l effectiveness to be explained by linking the context of organisations 
to the structural properties of the organisation and finally to the efficiency of MAS. 
Environment was conceptualised in terms of predicabililf. Technology was conceptualised 
6 
in terms of the routineness of the conversion processes for the organisation's 1aw material 
(Pe~row,1967). The llllit of analysis was organisational sub-llllits. While acknowledging the 
importance of examining the relationships between properties of organisations and the 
technology of MAS design and implementation, Waterhouse and Tiessen (p. 74) noted that 
"the general thrust of the contingency approach to the study of organisations ... suggest that 
organizational and MAS design variables are closely linked". 
Otley (1980) provided a critical assessment of the contingency theory in management 
accounting by reviewing previous empirical and theoretical research. He argued that the 
contingency approach has the potential to develop the theory of management accounting. 
However, the development may be hampered by current research that lacked conceptual 
clarity and utilised inadequate and insufficiently nrticulatcd model. Most empirical studies 
have tested a simple linear contingency model (see Figure 2) with the design of MAS 
influenced by organisational design which, in turn, wns dependent on contextual varinbles. 
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Contingent variables 
(e.g. technology, environment) 
l 
Organizational design 
(e.g. shape, centralization, interdependencies) 
l 
--Type of accounting information system 
(e.g. technical and behaviour.u.l characteristics) 
l -
I Organizational dfectiveness I 
-
. 
Figure 2. A simple linear framewo.rk for accounting iniorrnlltion syst~ms (AIS) design 
Note. From "The Contingency Th<!ory of .\1anagement Accounting: Achi~~vcment and 
Prognosis," by Otley, D. T, 1980, Acc011111ing, Orsanizatim151111d Socidy, 5, p. 93. 
In contrast to Waterhouse and Ticsscn's (1978) ..:ompar,ltive model, Otley argued that the 
decision~ on structural nnd information syst~ms dcs.ign could be taken independently or 
simullaneously as complementary str.ttegieo;. He suggested a more comprehensive 
framework, which examined accounting information systems in a wider control perspective. 
Organisational effectiveness should also be taken into consideration as it is the outcome of 
the association between MAS and certain contingent variables. The inclusion of 
organisational effectiveness requires strategy to be one of thE' contingent variables because 
organisational effectiveness is measured in relation to strategy. Overall, he rroposed a more 
holistic appronch in conceptua!ising and empirically testing of ~Olltrol systems where an 
organisational control package included an accounting system, management information 
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system, organisation design, reward and incentive system, and other control arrangements. 
Otley's comprehensive model is shown in Figure 3. 
Contingent variables 
Variables that cannot 1 Organizational objectives 
be influenced by the : 
ors;anization 1 
• 01)!;anizational control pack~_g_e 
AIS Other Organizational Other control 
design ~ MIS ~ design ~ arrangements 
design 
~ 
Intervening variables 
... Other tacrrs 
, Organizational effecO.veness c 
' 
(measured m relatwn to objeCt!\ es) 
Figure 3. A comprehensive contingency model for AIS design 
Note. From "The Contingency The•1ry of Management Accounting: Achievement and 
Prognosis," by Otley, D. T., 191'0, Accvrmtirrs. Orglllli;:nliorrs ami Society, 5, p. 9G. 
Gordon and Narayanan (1984) examined the rdationchips between an organisation's 
environment, structure and information system. Perceived enviromnental uncertainty (PEU) 
refers to a mana~cr's perception of the organisation's external environment while 
organisation structure was conceptualised on a mechanistic-organic continuum. 
Management accounting system (MAS) was operationalised in terms of the perceived 
importance of three information characteristics, namely, external, non-financial and ex-ante. 
Gordon and Narayanan found that a f::-m's information system and structure were both a 
function of eavironment. More importantly, further analysis showed that there was no 
significant relationship between structure and information system, after controlling for 
environment. 
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Chenhall and Morris (1986) partially replicated and extended Gordon and Narayanan's 
(1984) study by including unit interdependence and expanding MAS information 
characteristics to include timeliness, level of aggregation and level of integration. Their 
research framework is shown in Figure -1. 
External ~ Environmental Uncertainty Perceived Usefulness 
Organizatio na! .... of MAs, 
Structure·. 1) Scope 
Decent>:dlization 2) Timeliness 
... 3) Aggregation 
Organiztl.tional 
./__ 4) Integration Interdepender,cc 
Figure 4. Chenhall and Morris's research framework 
Note. From "The Impact of Structure, Environment, und Interdependence ,m the Perceived 
Usefulness of Management Accountin;; Systems," by Chcnha!L R. H. and Morris, D., 1986, 
The Accolllllill:.? Review, 61, p. 17. 
Timeliness refers to the speed and frequency of infonnation while aggregation focus<:>s on 
the sun1mation of information for formiil dccisio•~ models (e.g., discounted cash flow 
analysis, linear programming in budget,uy applications). Integration refers to information 
that enables control and coordination of various seguh.:nts within a sub-unit. PEU was 
defined in terms of a manager's decision making environment and structure was measured 
in terms of decentralisation. Unit interdependence refers to the exchange of output that 
takes place between segments within a sub~uniL Chenha!J and Morris found that PEU was 
associated with broad scope and timeliness information. further ru.:al·vsis indicated that the 
cff~cts of PEU and organisational interdependence were, in part, mdirect through their 
association with decentralisation. 
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Gul (1991) examined the interactive effect of PEU and MAS information on small business 
managers' performance. He found that PEU interacted with the availability of sophisticated 
MAS infonnai.ion to affect performance. Specifically, he found that under the condition of 
high PEU, sophisticated MAS information hud a positive effect on pE:rformance. On the 
other hand, under the condition of low PEU, providing managers with sophisticated MAS 
information may be dysfunctional and hamper their performance. 
Mia (1993) examined the role of MAS information in improving managerial performance 
and job satisfaction. Using .a path analysis, he found that broad scope MAS information 
acted as a mediator in the relationship between managers' PEU and their performance. 
Speci.fically, he found that as managers' PEU increased, the use of broad scope MAS 
information Jed to an improvement in their performance. However, he found that the 
relationship between PEU and job satisfildion was direct and inverse, thus suggesting that 
MAS information did not act as a mediator in this relationship. Mi,1's rescMch framework is 
shown in Figure 5. 
PEU 
MAS 
Figure 5. Mia's research framework 
Performance job 
Satisfaction 
Note. From "The Role of MAS Information in Organizations: An Empirical Study," by Mia, 
L., i993, Brilis/1 Acc01mlillg Review, 25, p. 273. 
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Gul and Chia (1994) investigated the three-way interactions of PEU, decentralisation 
(structure) and the availability of MAS information characteristics in terms of scope and 
aggregation on managerial performance. Drawing on the responses of Singaporean 
managers, Gul and Chia found that decentralisation and the availability of MAS information 
in terms of scope and aggregation were associated with higher managerial performance 
under high levels of PEU. Under low levels of PEU, decentralisation and the availability of 
MAS information in terms of scope and aggregation were associated with lower managerial 
performance. 
Mia and Chenhal! (1994) examined the role of functional differentiation and broad scope 
MAS information on managerial performance. They (p. 1) proposed that "differentiation of 
activities into areas such as marketing and production is an organisation's response to 
manage uncertainty". They argued that, as a result of organisational buffering, marketing 
managers faced relatively higher levels of tilsk uncertainty than production managers. ll1e 
results appeared to support their hypothesis !hill the L'xtent of use of bro<1d scope MAS 
information and performance was stronger for marketing managers than production 
managers. Marketing milnagers required a broader scope of MAS information for decision 
making to cope witi1 uncertainty. 
Govindarajan and Gupta (1985) tested the linkages between the systematic differences in 
mcmagement control systems i1fl10ng firms pursuing different strategies with performance at 
strategic business unit (SBU) level. They concentrated on f_1onus remuneration, one aspect of 
management control and developed a strategic typology based on the variations in strategic 
mission at the business level, i.e., harvest versus build strategies. A build strategy focused 
on tasks with long-term implications, for example, searching for new markets and creating 
innov<~livc products. The results indicated that long-run and subjective measures of bonus 
remuneration were related with build strategy and had a positive effect on performance at 
strategic business level. 
12 
Govindarajan (1988) integrated previous research by investigating the associations between 
three key administrative mechanisms and competitive strategies implemented at ~BU level. 
The three administrative mechanisms are organisational structure, control systems and 
managers' locus of control. Bivariate analyses suggested that a low emphasis in financial 
information in units adopting innovative strategies W3S associated with better performance. 
Multivariate analyses indicated that when the three administrative mechanisms were 
aligned appropriately to meet the requirements of SBU strategy, superior performance 
occurred. 
Simons (1987) found that there were differences in the ~ontrol systems of firms pur:ming 
different strategies. His ten control system attributes wert': (1) tightness of budget goals, (2) 
external scanning, (3) results monitoring, {4) cost control, (5) forecast data, (6) gonls related 
to output cffecti\'encss, (7) reporting frequency, {S) formula-b.1sed bonus remuneration, (9) 
tailored control systems and (10) control system ch.mgeabi!ity. I-lh results suggcr.ted that 
innovative SBUs (prospector) which han•_ rapid product development, used a high degree of 
forecast data in control reports, set tight budget go;tls, monitored outputs carefully, rt'ported 
frequently and used uniform control systems that wen.• modified frequently. This led 
Simons to conclude that prospector-type SBUs emphasised more on the use of financial 
accounting information relative to 513Us which have stable product markets {defender-type). 
Abernethy and Guthrie (1994) investigated the relationship between SBU strat~gy, 
management information system (MIS) and SBU performance. Abernethy and Guthrie's 
research fmmework is shown in Figure 6. MIS was operationalised in terms of Chcnhall and 
Morris' (1986) bro<Jd scope information attributes (i.e., non-financial, external & futuristic). 
Consistent with prior studies (e.g., Simons, 1987) and adopting Miles and Snow's (1978) 
strategic typology (prospector and defender type), they found that the use of broad scope 
MAS information by managers operating in SBUs adopling a prospector-type strategy was 
13 
related to high performance. The results suggested that managers operating in SBU that 
pu~sued continuous product/market development and innovation (prospector-type 
strategy) required broad scope MAS information to monitor a wide range of environmental 
conditions and events. 
r MIS Design 
fl-:s5Jsnul5s~trn;,t;egKyy--_1t-------_J~--------·~L--s_s_u __ r_e,_fo_nn __ an __ ce __ ~~ 
Figure 6. Abernethy and Guthrie's research framework 
Note. From "An Empirical Assessment of the "Fit" Between Stralczy Md Management 
Information System Design," by Abernethy, M.A. and Guthrie, C. H., 1994, Accmmting and 
Fi11ance, 34, p. 53. 
A summary of the major studies in contingency theory in MAS research from 1975 to 1994 is 
presented in Table l. 
Conclusions 
TI1e literature review has traced the development of contingency research in management 
accounting from 1975 to 1994. The review indicates that management accounting research 
based on contingency theory seemed to be composed of two areas. The first area of rcseard1 
focused on environment and structure as contingent variables (e.g., Hayes, 1977; 
Waterhouse & Ticsscn, 1978; Gordon & Narayanan, 1984; Chenhall & Morris, 1986; Gul, 
14 
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1991; Mia, 1993; Gul & Chia, 1994; Mia and Chenhall, 1994). MAS was operationalised in 
terms of certain information characteristics such as external, non-financial and futuristic 
information. These information characteristics have been identified as important 
supplements to traditional MAS infonnation (i.e., financial, historical & internal). With the 
exception of Hayes' (1977) study, early studies (e.g., Gordon & Narayanan, 19P4; Chenhall & 
Morris, 1986) did not examined the resultant impact of contingent variables and MAS on 
perfonnance. However, recent studies (Gul, 1991; Mia, 1993; Mia & Chenhall, 1994) have 
began lo incorporate performance into their models. Thus far, this area of research shows 
consistent and strong support for the linkages between PEU, MAS and performance. 
However, the impact of strategy on MAS design has been ignored. 
The second area of research has attempted to address the question of systematic differences 
in management control systems among firms ndopting different strntegics (e.g., Miles & 
Snow, 1978; Govindarajnn & Guptn, 1985; Govindarajan, 1988; Simons, 1987; 1990; Dent, 
1990; Abernethy & Guthrie, 1994). Most of these research have focused on purticular 
attributes of the control ..-ystems especiully with fi.tMncial control practices. The financial 
controls were nssumed to possess narrow informution churncteristics (i.e., financiaL internn! 
anc!- historical). MAS wus operationalised in vurious aspects of accounting control systems 
such as types of incentive bonus schemes (Govindarnj,m & Gupta, 1985), budgets 
(Govindarajan, 1988) or dimensions of management control attributes (e.g., tightness of 
budget goals, monitoring of results and reporting frequency) (Simons, 1987). Future research 
needs a broader framework of control systems thut deal with information characteristics, not 
typically possessed by traditional MAS. Rescnrch in this area has been sparse and results 
have been mixed. Simons (1987) found that innovative SBUs tended to use financial controls 
more nggrcssivcly than low cost product SBUs, while Govindarajan's (1988) findings 
suggested a low cmph<~sis on financin! information was a:,sociatcd with higher performance 
in innovative SBU levels. 
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The literature review indicates that the inconsistent findings and lack of nnderstanding of 
the impact of strategic choices on the role of accounting information warrant further 
research (Otley, 1980; Govindarajan & Gupta, 1985; Dent, 1990; Simons, 1987; 1990). 
Furthermore, as prior studies have suffered from fragmentary and incomplete research 
frameworks, the need to develop an integrated research framework would provide further 
insights into the precise impact of strategic choices and environment on MAS design and 
organisational performance. 
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Table 1 
Major Contingency Studies in MAS Research (1975-1994) 
Study Contingent variables AIS/Other control Organisational design Dimensions of 
arrangements organisational effectiveness 
Hayes (1977) Environmental factors; Appropriate performance Not considered Deparbnental effectiveness 
Interdependency factors; evaluation techniques 
internal factors 
Gordon& Perceived environmental Perceived importance of Structure Not considered 
Narayanan (1984) l.lncertainty information characteristics 
~ 
" 
Govindaraj<~J.'l & Strategy {Build/Harvest) Style of evaluation for Not considered SBU performance 
Gupta (1985) rewards 
Chenhall & Morris Perceived environmental Perceived usefulness of Structure (decentralisation) Not considered 
(1986) nncertainty; information characteristics in 
Organisational terms of broad scope, 
interdependence timeliness, aggregation and 
integration 
Simons (1987) Strategy Financial control systems Not conside:red Not considered 
(Prospector /Defender) 
Govindarajan Strategy Budget evaluative style Structure Managerial performance 
(1988) (Differentiation/Low-
cost) 
-
-Table 1 
Major Contingency Studies in MAS Research ~1975-1994)(Continued) 
Study Contingent variables AIS/Other cc;ntrol Organisational design Dimensions of 
arrangements organisational effediveness 
Gul (1991) Perceived envirorunental Perceived availability of Not considered Small business managers' 
uncertainty sophisticated 11AS performance 
information characteristics 
Nfia (1993) Perceived environmental Perceived importance of Not considered Managerial performance and 
uncertainty information characteristics job satisfaction 
~ 
"' Gul & Chia (1994) Perceived environmental Perceived availability of Structure (decentralisation) Managerial performance 
uncertainty MAS information 
characteristics in tem1s of 
broad scope and aggregation 
Mia & Chenhall Functional differentiation Availability and use of broad Not considered Managerial effectiveness 
(1994) {Production/Marketing) scope 11AS information 
characteristic 
Abernethy & Strategy Perceived importance of Not considered SBU performance 
Guthrie (1994) {Prospector/Defender) broad scope MAS 
information characteristic 
•. 
CHAPTER3 
Theoretical Development and Hypotheses Formulation 
hdroduction 
This chapter provides the theory to support the hypotheses tested in this thesis. A 
proposed empirical model is also presented. The majority of the chapter is devoted to 
development of the direct effect hypotheses, which relate to: (I) the linkage between SBU 
strategy and PEU, (2) the linkage between SBU strategy an(J broad scope MAS information, 
(3) the linkage between PEU and broad scope MAS information, and (4) the linkage 
between broad scope MAS information and SBU performance. 
Other hypotheses to be tested deal with thr indirect effect hypotheses, which relate to: 
(1) the indirect relationship between SBU strategy and SBU performance acting through 
broad scope MAS informatiou, and (2) the indirect relationship between PEU and SBU 
performance acting through broad scope MAS information. 
HE>fore turning to the development of these hypotheses, it is necessary to define the 
following variables: (1) SBU strategy, (2) PEU, and (3) broad scope MAS information. 
Concept of SBU Strategy 
Strategy formulation and implementation have been conceptualised at three 
organisational levels: corporate, business unit and depar~mental (functional) leveL Recent 
studies have focused oo business unit level as the unit of analysis (e.g., Govindarajan & 
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Gupta, 1985; Govindarajan, 1986; 1988; Gupta, 1987; Abernethy & Guthrie, 1994). At the 
business unit level, two dimensions of strategy have been identified: mission and 
competitive posture. Strategic mission is concerned with the goals of an organisation m 
whether to emphasise market growth or maximise short-term earnings/cash flows 
(Govindarajan & Gupta, 1985). Strategic mission is often operationalised oo the continuum 
from "pure build" (long term market growth) to "pure harvest" (short term profit 
maximisation). 
This study aims to examine competitive strategy at the business unit level. Strategy 
researchers have identified generic competitive strategies at this level (e.g., Miles & 
Snow, 1978; Porter, 1980). CompetitiV(' strategy refers to ways in which an organisation 
competes with other firms in the industry to ac.hi.::ve its goals. Pupular archetypes for 
competitive strategy are Porter's (1980) "differentiation" and "low-cost" strategy and 
Miles and Snow's (1978) "prospectors" and "defenders". General consensus indicates that 
both "differentiation" and "prospector~" strategic types aim to produce innovative and 
unique products. In contrast. both "low cost" and "defenders" strategic typ~ compdc in an 
industry by their abilities to maintain standard product<> and maximise internal 
throughput efficiencies. 
This study adopts Miles and Snow's (1978) competitive strategic typology. Miles and Snow 
identified four generic strategic types across four dif£erent industries (college textbook 
publishing, electronics, food processing and health care). They classified firms into either 
prospectors, defenders, analysers or reactors. Prospector, defender and analyser types are 
viable strategies while reactor-type is a non-viable strategy. Subsequent studies confirmed 
this expectation (Snow & Hrebiniak, 1980; Hambrick, 1983). These generic strategies are 
also found to be applicable across industries (Miles & Snow, 1978; Snow & Hrebiniak, 
1980). Consiste.r with prior accounting studies (e.g., Simons, 1987; Abernethy & Guthrie, 
1994), this study dlOoses to examine Miles and Snow's strategic typology m two extreme 
20 
I 
strategic postures (i.e., prospector and defender). These two generic postures have received 
empirical validation (Simons, 1987; Abernethy & Guthrie, 1994). The Miles and Snow's 
typology provides the basis to develop a theoretical framework which is useful for 
identifying the characteristics of information systems in different strategic contexts 
(Simons, 1987). 
lhe key dimension underlying the Miles and Snow's typology is the rate at which an 
organisation changes its products or markets. Prospector-type firms seek to continually 
bring out new products to the markets. They compete through product differentiation by 
creating innovative products and offering a wide range of products (product breath). To 
create demand for their products, prospector-type firms must also scan the environment for 
current events and future trends. They seek new markets aggressively to look for 
opportunities. Due to the constant shift in the product rnnge and offerings, a prospector 
must tailor its internal mechanisms dfectively. 
In contrast, defender-type firms compete mainly Ctl price. The ability to offer low prices 
depends rn the efficiencies of their internal processes. A defender-type firm conthmally 
looks for ways to cut its product costs. New product developmen!s are rare because a 
defender-type finn emphasises m maintaining standard products. Tiwrefore, it has a 
limited product range. Its market domain is stable and is usually focused m a particular 
market niche. 
In order for an organisation to align itself with its environment and perform effectively, 
there should be an appropriate "fit" between its entrepreneurial, engineering and 
administrative solutions. Entrepreneurial solutions refer lo the choice of a product-market 
domain while engineering solutions involve the selection of a production and distribution 
technology that nrc appropriate to the selected domain. Administrative solutions deal 
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with an organisation's structure and control systems. A swrunary of the three major 
organisational problems and solutions is provided in Table 2. 
Table 2 
Characteristics of Prospector and Defender-type Firms 
Entrepreneurial: 
Problem 
Solutious 
Engineering: 
Problem 
SolutiotlS 
Prospectors 
How to locate and exploit new 
product and market 
opportunities? 
1) Broad and continuously 
developing domain 
2) Monitors wide range of 
enviroruncntal conditions and 
eVL'nts 
3) Creates change in the industry 
4) Growth through product and 
market development 
5) Growth may occur in spurts 
How to avoid long term 
commitment to mass production of 
a single product? 
1) Flexible, prototypical, 
multiple and people-oriented 
technologies 
2) Low degree of routinisation and 
mechanisation 
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Defenders 
How to "seal off' a portion of the 
total market to create a stable set 
of products and customers? 
1) Narrow and stable domain 
2) Aggre.,sive maintPnance of 
domain (e.g., competitive pricing 
;md excell('nt customer service) 
3) Tendency to ignore 
developments outside of domain 
4) Cautious <md incremental 
growth primarily through market 
penetration 
5) Some product development, but 
closely related to current goods or 
services 
How to produce and distribute 
goods as efficiently as possible? 
1) Cost-efficient, single core and 
vertically-integrated 
technologies 
2) Continuous improvements in 
technology to maintain efficiency 
I 
Table 2 
Characleristics of Prospedor and Defender-type Firms (Continued) 
Administrativ~: 
Problem 
Solutions 
Prospectors 
How to facilitate co-ordination 
and control of numemus and 
diverse operations? 
1) Marketing and research and 
development departments are 
dominant coalition 
2) Broad planning 
3) Low division of labour and 
degree of formalisation 
4) Complex coordination 
mechanisms 
5) External performance 
evaluation (e.g., competitors) 
Defenders 
How to maintain strict control in 
order to ~nsure efficiency? 
1) Financial and production 
departments are dominant 
coalition 
2) Intensive and cost oriented 
planning 
3) Extensive labour division and 
high degree of formalisation 
4) Simple coordination 
mechanisms 
5) Internal performance 
cvaluntion (e.g., compare with 
previous years) 
Note. From Orgauiznfional Strategy, Slruc/urc, and Process (p. 48, 66) by Miles, R. E. and 
Snow, C. C., 1978, New York: McGraw-HilL 
Concept of Perceived Environmental Uncertainty (PEU) 
Environment is seen as an important variable that affects organisations. It refers to a 11 
social and physical factors, both internal and external to the organisation, that are taken 
directly into consideration in the decision-making behaviour of managers (DunCdn, 1972; 
waterhouse & Tiessen, 1978). 
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Initial conceptualisation of environment dimension relates to the degree of inter~ 
connectedness and the extent of change in the environment (e.g., Emery & Trist, 1965). 
Subsequent researchers began to distinguish between rate of environmental change and 
degree of uncertainty (e.g., Thompson, 1967; Duncan, 1972). A high rate of environmental 
change does not necessarily imply a high level of uncertainty as an organisation may know 
reasonably well what environmental conditions it will face in the future. The degree of 
uncertainty in the environment refers to the heterogeneity and unpredictable change in the 
environm~nt. For example, Duncan (1972) classified environment dimensions into two 
typologies of simple/complex type and static/dynamic type. He found that simple~static 
environments faced lesser perceived uncertainty compared to the complex~dynamic 
environments. 
The notion of environmental uncertainty in this study relates not to objective conditions but 
to the perceptions of members in an organisation. An organisation's objective environment is 
typically more comple~· than perceived environment because individuals do not have the 
processing capabilities to assess all the environmentul cues. Weick (1969) argued that 
organisation members respond to enacted environment rather than to the objective 
environment. According to Miles, Snow and Pfeffer (1974, p. 249), "the organisation 
responds only to what it perceiH~s; those things that are not noticed do not affect the 
organisation's decisions and actions". Hence, different organisations may react differently 
in the same "objective" environment. The importance of individual perception in defining 
environmental characteristics is further supported by Duncan (1972, p. 325) who suggested 
thut environmental characteristics are "dependent m the perceptions of organizational 
members and thus can vary in their incidence to the extent that individuals differ in their 
perceptions". 
PEU is broadly characterised by a lack of understanding of cause and _£feet relationships 
in the environment (TilOmpson, 1967; Lawrence & Lorsch, 1967). As a result, PEU can create 
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uncertainty in managers' decision making processes and consequently, the decision 
effectiveness of managers may be affected due to incomplete knowledge or lack of 
information. Since this study is concerned with the information needs of managers a t 
strategic business level, only the decision environment at the organisation (macro)-level is 
relevant. 
This study operationalised PEU in terms of the managers' perceptions of their 
organisational's stability and complexity of the external environment. An organisational's 
external environment include market, economic and technological changes and customer' 
preferences (Gordon & Narayanan, 1984). 
Concept of Broad Scope Management Accounting System (MAS) 
Information 
MAS is part of an organisation's planning and control system (Otley, 1980). The role of 
MAS is to provide relevant and timely information to mnnagcrs for decision making which 
will facilitate the coordination of different activities and enable the organisation to 
achieve its oveo:all objectives. 
MAS is tradition<11ly viewed as providing financial information which is historical in 
nature (Hayes, 1977). Researchers have pointed out the need to complement traditional 
MAS information with a broader set of information characteristics (Gordon & Miller, 1976; 
Hayes, 1977; Larcker, 1981; Gordon & Narayanan, 1984; Chenhall & Morris, 1986). 
Furthermore, given the new global competitive envirorunent and the need to adopt new 
manufacturing techniques, a broader set of information characteristics is considered critical 
to meet these challenges Uohnson & Kaplan, 1987). 
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Prior studies on the linkage between strategy and accounting contro.i systems have tended to 
focus on one or a few aspects of accounting systems. For example, researchers have examined 
incentive brnus systems (Govindarajan & Gupta, 1985), budget evaluation systems 
(Govindarajan, 1984; Govindarajan, 1988), information characteristics (Chenhall & 
Morris, 1986; Gul & Chia, 1994; Abernethy & Guthrie, 1994) and financial control systems 
(Simons, 1987). Consistent with prior accounting studies (e.g., Abernethy & Guthrie, 1994; 
Mia & Chenhall, 1994), tl1is study examines the breadth of scope of MAS information 
characteristics because of the theoretical and empirical support of the linkages between 
SBU strategy, PEU, broad scope MAS information and SBU performance. 
Recent studies (e.g., Mia, 1993; Gul & Chia, 1994, Mia & Chenhall, 1994; Abernethy & 
Guthrie, 1994; Chong, in press) have identified broad scope MAS information 
ch<iracteristic as having significance in assisting managerial decisions. The scope of MAS 
information refers to the dimensions of focus, quantification and time horizon. MAS 
information is conceptualised in this study along the continuum of nMrow and broad scope 
information. Narrow SCOfY~ MAS information providPs information relating to events 
within the organisation and is historical and monetary in nature. In contmst, broad scope 
MAS information refers to information that focuses oo external events, which may be 
economic or non-economic, futuristic and non-financial measurements. Other information 
characteristics include timeliness, levels of aggregation and levels of integration 
(Chenhall & Morris, 1986). A sunu11aty of the MAS information characteristics is 
presented in Table 3. 
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Table 3 
MAS Information Characteristics 
Dimensions 
Scope 
Timeliness 
Aggregation 
Integration 
Characteristics 
• External information 
• Nonfinancial information 
• Future-oriented (e.g., probabilistic) 
• Frequency of reporting 
• Speed of reporting 
• Aggregated by time period 
• Aggregated by functional area 
• Analytical or decision models (e.g., marginal analysis, DCF, 
inventory models) 
• Precise targets for activities and their interrelationships 
within sub-unit 
• Reporting on intra-sub-unit interactions 
Note. From "The Impact of Structure, Environment, and Interdependence oo the Perceived 
Usefulness of Management Accounting Systems," by Chenhall, R. H. and Morris, D., 1986, 
Tile Accounting Review, 61, p. 19. 
The Relationship Between SBU Strategy and PEU 
This study considers strategy implementation. The strategy implementation model is 
based on the argument that the strategy implemented by a unit determines to a large extent 
lhe envirorunent with which the unit must cope (Child, 1972; Miles & Snow, 1978; 
Govindarajan, 1986; 1988). 
In Miles and Snow's (1978) strategic typology, a prospector-type firm emphasises product 
innovation and product breadth. It concerns the continu:;l search for product and market 
opportunities. Biggadike (1979) argued that the prospector strategy is more risky and 
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tmcertain because the SBU is betting m products and markets that have not yet 
cry~tallised. New products create reactions from competitors and customers. Competitors 
may response by bringing out another new product which, in tum, will bring about greater 
environmental uncertainty. Innovative products are risky because the products or markets 
are rmtested, thus, a prospector-type firm is tmable to gauge customer demands and 
reactions. In addition, new production technology is usually needed to make these new 
products. New connections are also made with suppliers and distributors. All these factors 
contributed to greater environment complexity which results in environmental uncertainty 
(Thompson, 1967). This idea is supported by Govindarajan (1986, p. 847) who suggested 
that "the greater the external conflict and dependef'::ies facing an organisation, tPe 
greater the rmcertainty confronted by it". 
A defender-type firm, on the other hand, has a narrow but stable product range. It focuses 
on a particular market domain and tends to ignore developments outside its mvn domain. It 
devotes primtlfy attention to improving the efficiency of its existing operations and has 
expertise in pr:~duct and market activities because of Jimitl•d area of operations. Ail these 
factors create a relatively stable environment for the defender-type firm with low levels 
of PEU {Miles & Snow, 1978; Miller, 1988). 
Based on the argument, the following hypothesis is tested ; 
H1 There is a direct relationship between SBU strategy and PEU 
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The Relationship Between SBU Strategy and Broad Scope MAS 
Information 
Miles and Snow (1978) observed that a strategic choice should be complemented with 
appropriate administrative mechanisms to support its implementation. An appropriate 
"fit" is critical to strategy implementation if an organisation is to perform successfully. 
Khandwalla (1972) suggested that different types of competition such as price or product 
competition may have different impacts m the use of controls in m<U-,•Jfacturing 
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organisations. Based on the resuits of correlation between 10 control items and the type of 
competition, Khandwalla found that product competition was associated with greater use 
of sophistic.ated management controls relative to price competition. He argued that 
product competition emphasised more on accounting information because it tended to create 
a rather complex organisational fom1. Sophisticated controls were seen as powerful 
devices to integrate and coordinate diverse nctivities in the complex orgnnisation. 
Firms pursuing a prospector-type str<Jtcgy locute <1nd exploit product und market 
opportunily through monitoring <1 wide range of environmental conditions and events. A 
prospector competes by continu<Jlly searching: for new ptl)ducts. Therefore, it must monitor 
outside the domain of ov.•n market. After introducing the new product to market, it must 
monitor customers' reactions to the product. Emphasis m market growth and product 
acceptance will result in information that arc not easily quantifiable and caters for long-
term criteria such as market development, new product d.:velopment, R & D and personnel 
development (Govindarajan & Gupta, 1985). These long-term criteria are "less clearly 
amenable to objective measurement than is performance along most short term criteria" 
(Govindarajan & Gupta, 1985, p. 54). Prospectors must also keep up with market trends and 
customers demand. Thet:efore, futuristic and external data are needed. Prospectors may 
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need external information from ot'-ler industries to identify the latest production 
technology to manufacture innovative and unique products. 
Abernethy and Guthrie (1994) found that a broad scope MAS information to be important to 
managers adopting a prospector type strategy while narrow scope MAS information was 
found to be important to managers pwsuing a defender-type ~.tratP.gy. Their results were 
consistent with Simons's (1987) study that suggested that prospectors put more emphasis m 
financial control systems rel<'.tive to defenders. 
Thus, in a prospector-type finn, where flexibility, innovation and the ability to deal with 
unanticipated problems are important, it is argued that broad scope MAS information play 
a vital role to enable the firm to cope with these situations. 
In contrast, defender-type firms operate in a stable and narrow product market. They 
emphasise on efficiency rather than innovation. Tile stability of their market is mngruotL'> 
with a reliance on. historical information. Their narrow product domain reduces the need 
for extensive monitoring of the externi!l enviromnent conditions. Accordingly, narrow scope 
MAS information would be appropriate' for managers. 
Based on the argument, the following hypothesis is tested : 
H2: There is a direct relationship between SBU strategy and the extent to which 
managers' use of broad scop MAS infonnation for decision making 
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The Relationship Between PEU and Broad Scope MAS Information 
Prior empirical studies have focused on the effects of PEU on the design parameter of MAS 
(Hayes, 1977; Gordon & Narayanan, 1984; Chenhall & Morris, 1986; Gul, 1991; Mia, 1993; 
Gul & Chia, 1994; Mia & Chenhall,1994). 
Hayes (1977) concluded that financial information is inadequate to evaluate the 
performance of units that are considerably affected by external environment. For example, 
managers in marketing unit3 face greater environment exposure relative to production units 
and tend to evaluate their units in non-financial tenns and place greater emphasis en 
external information. Gordon and Narayanan {1984) suggested that MAS was a function of 
its PEU, with external, non-financial and futuristic information needed for organisation 
facing a high PEU. They argued that in a perceived low PEU, decision makers needed 
information for control and coordination, while in a perceived high PEU, managers 
required additiomli information for planning, in <tddition to control and coordination. 
Chenhall and Morris (1986) partially replicated Gordon and Narayanan's (1984) study 
a.'1.d confirmed the linkage between PEU and MAS. Specifically, tlwy fOtmd that managers 
in high PEU situations perceived broad scope and timeliness information to be useful in 
decision making. 
Gul (1991) tested PEU as a moderating variable in the relationship between MAS and 
5 
small business manager's performance. His results showed that a sophisticated MAS is 
associated with improved performance if PEU is high. However, low PEU and 
sophisticated MAS can be detrimental to manager's performance because of information 
overload. Gul and Chia (1994) examined a three-way interaction between MAS, PEU and 
structure en managerial performance. l11ey found that under conditions of high PEU, the 
availability of MAS information characteristics in terms of broad scope and aggregation, 
and decentralisation were associated with high managerial performance. However, under 
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low conditions of PEU, the availability of MAS information characteristics in terms of 
broad scope and aggregation and decentralisation were associated with low managerial 
performance. Mia (1993) found that PEU has ro direct influence oo performance but acted 
indirectly through the use of broad scope MAS information. Mia and Chenhall's (1994) 
found that marketing managers who faced more task uncertainty used more broad scope 
information relative to production managers to cope with uncertainty. 
Thus far, the literature supports the notion that the amount of MAS information that 
managers use for decision making is a function of their PEU. As the environment becomes 
more uncertain, managers need to process and use more information to cope with the 
uncertainty. 
Based on the argument, the following hypothesis is tested : 
H3: There is a direct relationship between managers' PEU and the extent to which 
managers' use of broad scope MAS information for decision making 
The Relationship Between Broad Scope MAS Information and SBU 
Performance 
A manager's decision making and performance is influence by an organisation's information 
system. According to Ferris & Haskins (1988), an organisation's information system 
functions as a learning system for those individuals acting en behalf of the organisation 
about problems, outcomes and opportunities. In tum, this learning process will enable an 
individual to make appropriate decisions. Broad scope MAS information is seen as 
facilitating managers' decision making processes within organisations (Gordon & 
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Narayanan, 1984; Ferris & Haskins, 1988). As a result, an informed manager may take 
appropriate actions which may lead to improved performance. 
Recent studies (e.g., Gul, 1991; Mia, 1993; Gul & Chia, 1994) have lent considerable 
empirical support to the hypothesis that a "fit" between high PEU and broad scope MAS 
information is more likely to improve performance than a "misfit". Mia (1993), for 
example, concluded that by using additional information, managers would understand and 
perform their jobs better, Mia (p. 271) suggested that "MAS infonnation is used for 
managerial decision making because such information enables managers to make more 
appropriate (accurate) decision leading to improvement in their performance", 
Based on the argument, the following hypo the:; is is tested : 
H4 : There is a direct relationship behvecn the extent to which managers' use of 
broad scope MAS information for decision making and SI3U performance 
The Relationships Between SBU Strategy, Broad Scope MAS Information 
and SBU Performance 
By combining hypotheses (Hz and H4), the relationships between: (1) SBU strategy and 
broad scope MAS information and (2) broad scope MAS information and SBU performance, 
it i~ suggested that the impact of SBU strategy on SBU performance is indirect through the 
extent to which managers use of broad scope MAS information for decision making. 
An organisation pursues a prospector-type strategy exposes itself to a wide environmental 
domain, thereby implying higher PEU. As a result, a greater amotlllt of information would 
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be required during the decision making process and managers are likely to use broad scope 
MAS information to cope with uncertainty (lhompson, 1967; Galbraith, 1973; 1977; Mia, 
1993). Conversely, if an organisation chooses a defender-type strategy, the environment in 
which it operates will be relatively narrow, resulting in a lower PEU. This, in tum, will 
reduce managers' use of broad scope MAS information for decision making. 
Thus, it may follow that managers operating in a prospector-type finn will require broad 
scope MAS information for decision making to enh:.mce SBl' performance. On the other 
hand, managers operating in a defender-type firm will require narrow scope MAS 
information for decision making. This idea is supported by Abernethy and Guthrie (1994) 
who suggested that managers in an organisation pursuing a prospector-type strategy use 
broad scope MAS information in decision making more than those in organisation pursuing 
defender-type strategy. Specifically, Abernethy and Guthrie found that broad scope MAS 
information had a more positive impact m performance in prospector-type firms than the 
impact m performance in defender-type firms. TilUs far, the literature seems to suggest 
that prospe('tor (dcfender)-type strategy induce managers' u•;c of broad (narrow) scope 
MAS information to enhance performance under high (low) level of PEU. 
Based on the argument,·, ':te following hypothesis is tested : 
Hs: There is an indirect relationship between SBU strategy and SBU performance 
through the extent to which managers' lL~ of broad scope MAS information for 
decision making 
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The Relationships Between PEU, Broad Scope MAS Information and SBU 
Performance 
By combining hypotheses (H3 and H4), the relationships between: (1) PEU and broad scope 
MAS information and (2) broad scope MAS information and SBU performance, it is 
suggested that the impact of PEU m SBU performance is indirect through the extent to 
which managers use broad scope MAS information for dedsicn making. 
Several researchers have argued for the matching of PEU and broad scope MAS 
information to produce superior performance (Gul, 1991; ~tia, 1993; Gul & Chia, 1994; Mia 
& Chenhall, 1994). An uncertain envirorunent will induce managers to collect more 
information to reduce uncertainty. A reduction in uncertainty allows managers to perform 
their jobs more confidently. A low PEU, on the other hand, docs not require broad scope 
MAS information, as too mud1 information may cause information overload, which leads 
to poor performance. 
Gul (1991) and Gul and Chia (1994) provided evidence m the importance of proper 
matching between PEU and broad scope MAS informntion to enhance performance. Thzse 
studies found that under conditions of high PEU, managers should be provided with broad 
scope MAS infonnation to enhance perfonnnnce. Their result~ are further supported by Mia 
and Chenhnll (1994) who concluded that the higher task environment in marketing 
departments necessitates a broader usc of information than production departments. The 
~of broad scope informntion in mnrketing departments is found to be associated with 
higher performance. 
Thus far, the literature seems to suggest that when PEU is low, managers require less 
information because interpreting the environment is relatively easy. When PEU is high, 
managers require more information to cope with the uncertainty. More sophisticated 
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reports from MAS can help them to reduce the u.1certainty and improve their decision 
making (Arney, 1979). Hence, high PEU may induce managers' to use broad sc:ope MAS 
information for decision making and as a consequence, the relationship between PEU and 
SBU performance may be due, in part, to the indirect effect of the extent to which 
managers' use of broad scope MAS information for decision making. 
Based on the argument, the following hypothesis is tested : 
H6 : There is an indirect relationship between managers' PEU and SBU performance 
through the extent to which managers' use of broad scope MAS information for 
decision making 
The Empirical Model 
Th~ foregoing discussions lead to the six hypotheses to be tested. The proposed empirical 
model for this study is shown in Figure 7. 
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Figure 7. The empirical model 
CHAPTER4 
Research Method 
Introduction 
This chapter presents the research method used in this study. The criteria for the sample 
selection are discussed. This is followed by a discussion on the data collection procedure. A 
discussion of the measurement of variables is also presented. 
Sample 
A total of 130 manufacturing companies were randomly chosen from Kompass Australia 
(1994/95). From the 130 companies, the names of the 250 managers were gathered. The 
criteria for inclusion in the sample were as follows: {1) the units were re'{uired to have an 
identifiable business strategy; {2) the respondents were required to have responsibility for 
operations within the business unit; and {3) the companies must have at least 100 
" employees in the organisation. Telephone calls were made to each manager to ensure that 
the above criteria were satisfied and to ascertain whether they were willing to 
participate in the research project. This resulted in 87 SBU managers for inclusion in the 
7 
sample. A wide range of industries were represented in the sample. These industries 
included electricnl and electronics products, conswner durables, furniture, printing, steel 
and metal products, wire and cable, plastic, rubber and tyre, medical and health care 
products, textile, clothing and footwear. Each partidpant was sent a questionnaire 
together with il covering letter and a prepaid self~addressed envelope for the 
questionnaire to be returned directly to the researcher. The covering letter and 
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questionnaire are shown in Appendix A and B respectively. Questionnaires were pre<oded 
to enable non-respondents to be traced and follow-up to be executed. A reminder letter and 
another copy of the questionnaire was sent to those who had not responded after 2 weeks. 
The reminder letter is shown in Appendix C. 
Measurement Instruments 
Existing measurement instruments were used to enhance validity and reliability of the 
measures. The variables incorporated into the questionnaire include SBU strategy, 
perceived environmental uncertainty, broad scope MAS information and SBU performance. 
Table 4 provides a summary of the measurement instruments. 
Table 4 
Measurement Instruments 
Variables 
SBU strategy 
Perceived enviroalmental uncertainty (PEU) 
Management accounting systems (MAS) 
SBU performance 
SBU strategy. 
Source 
Miles & Snow (1978) 
Gordon & Narayanan (1984) 
Chenhall & Morris (1986) 
Govindarajan (1984) 
SBU strategy was measured based oo Miles and Snow's (1978) typology. A self-rating 
measure was used where managers were <isked to select the descriptions of prospector or 
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defender-type strategy which most closely matched their business units. This instrument 
has been subjected to considerable psychometric assessment (Snow & Hrebiniak, 1980; 
Hambrick, 1983; Shortell & Zajac, 1990) and has been used in other accounting studies (e.g., 
Simons, 1987; Abernethy & Guthrie, 1994). Moreover, Miles and Snow's (19'18) typology is 
more suitable in explaining strategies at business levels rather than at corporate levels 
(Hambrick, 1983) and found to be applicable across industries (Miles & Snow, 1978; Snow & 
Hrebiniak, 1980). 
Respondents were required to identify their most likely business level strategy relative to 
other business units in the industry. Prospector and defender-type strategies were given 
brief descriptions with a suggestion that both types of generic strategies are equal. The 
measurement instrument is shown in Section A of the questionnaire in Appendix B. 
Perceived environmental uncertainty (PEU). 
Perceived environmental uncertainty was measured using a seven-item, seven-point Likert-
type scale instrument developed by Gordon and Narayanan (1984). A manager's score for 
PEU was the average of the manager's scores under each of the seven Hems. 
This instrument relates to the external environment facing an organisation. The seven items 
were designed to measure the respondents' perceptions about the predicability and 
stability in various aspects of their organisational's industrial, economic, technological, 
competitive and customer environment. The predicability and stability of environment are 
related to the intensity of competition and the controllability of external events facing the 
organistltion. The seven-item instrument is shown in Section B of the questionnaire in 
Appendix B. 
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Broad scope management accounling systems (MAS) information. 
Bro&.d scope MAS information was measured by a six-item, five-point Likert-type scale 
instrument developed by Chenhall and Morris (1986) and is widely used by other 
accoW\ting researchers (e.g., Abernethy & Guthrie, 1994; Mia & Chenhall, 1994; Gul & 
Chia, 1994; Chong, in press). 
In defining the usage of MAS, researchers have relied m managers' perceptions of broad 
scope MAS information. Prior studies have adopted varying degrees of managers' 
perceptions of broad scope MAS information such as perceived usefulness (Chenhall & 
Morris, 1986), perceived availability (Gul, 1991; Gul & Chia, 1994) and perceived 
importance (Mia, 1993; Abernethy & Guthrie, 1994) iUld the extent of use (Mia & 
Chenhall, 1994; Chong, in press). 
The original instrument asked the respondents to rate the "perceived usefulness" of MAS 
information. Chong (in press) argues that "to link 'perceived usefulness' of MAS 
information to performance, however, is unrealistic as it is the 'extent of use' of MAS 
information that enhances dedsion effecti\'eness and ultimately impact oo managers' 
performance". In this study, managers were asked to rate "the extent of use" of broad scope 
MAS information available from their organisation's MAS. They were asked to consider 
the extent of use of broad scope MAS information in the context of their daily decision 
making activities. The six-item instrument is shown in Section C of the questionnaire in 
Appendix R. 
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SBU perfonnance. 
SBU performance was measured by a self-rating scale using an instrument originally 
developed by Govindarajan (1984) a..t1d subsequently used by other accounting researchers 
(e.g., Govindarajan & Gupta, 1985; Abernethy & Guthrie, 1994). Managers were required to 
rate each of the twelve dimensions oo a five-point Likert-type scale, ranging from (1) "of 
little importance" to (5) "extremely important", indicating the degree of importance 
attached by his superiors to his business unit's performance rn. that dimension. The twelve 
dimensions are sales growth rate, market share, operating profit, profit margin, cash flow, 
return on investment, new product development, market development, R & D, cost reduction 
programs, personnel training development and political/public affairs. Next, the 
managers were asked to rate m each of the twelve dimensions of SHU performance as 
compared with his/her assessment of superior's expectations of the SBU along that 
dimensions. Again, a five-point Ukert-typc scale ranging from (1) "not at all satisfactory" 
to (5) "outstanding" was used. Using the data on the dimensional importance obtained as 
weights, a weighted average S!3U perfom1ancc index was obt<tined. The twelve-item 
instntment is shown in Section D <~.nd E of the questionnaire in Appendix 13. 
Measurement of performance has gem:ratcd a great deal of debate. The issue is about the 
appropriateness of superior versus self-rating in measuring performance. Advocates for 
superior performance evaluation argued that self-rating ter,ds to have higher mean values 
(leniency error), and less variability (restriction or range error) than superior rating 
(Parker, Taylor, Barrett & Martens, 1959; Prien & Liske, 1962; TI10mton, 1968). However, 
Heneman (1974) found fnvourable results for self-rating. Venkatraman and Ramanujam 
(1987) argued that neither objective or self-rating scale are intrinsically superior to each 
other. In addition, Abernethy & Guthrie (1994) argued that self-assessment instruments 
can produce more reliable and uninhibited responses from managers as they arc assured 
anonymity and confidentiality. 
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CHAPTERS 
Results 
Introduction 
This chapter presents the background of the respondents and their respective firms. The 
results m the tests of the validity and reliability of the instruments are presented. 
Additionally, the results m the test of the six hypotheses are also presented in this 
chapter. 
Demographic Data 
From a total of 87 questionnaires that were sent to SI3U mnnagers, 70 questionnaires were 
returned, which yielded an 80.46'Y,, response rate. Becmtse of the high response rate, no test 
for non-response bias is considered necessary. Eight responses were non-usable as the 
questionnaires were not fully completed. Therefore, this lei1VCS the study with 62 usable 
responses for da~a analysis. 
The respondents had held their current positions for nn average of 6 years and had been 
employed by their respective companies for an average of 9.8 years. The average length of 
experience in their areas of management was 9.5 years and the average number of 
employees in their aretls of responsibility was 106. The aver;~ge number of employees in 
the sample firms was 360 employees. 
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Cronbach Alpha Coefficient for Internal Reliability 
Reliability is "the degree to which the observed variables measures the 'true' value and 
is 'error free"' (Hair, Anderson, Tatham & Black, 1995, p. 9). The Cronbach alpha 
coefficient measures the internal consistency of a multi-item scale (Cronbach, 1951). In this 
study, Cronbach alpha statistics were computed for the following scales: (1) PEU, (2) 
broad scope MAS infonnation and (3) SBU performance. 
Factor Analysis for Construct Validity 
Factor analysis is a multivariate statistical method that is concerned with the purpose of 
defining the underlying structure in a data matrix. It addresses the problem of analysing 
the structure of the inter-relationship among a large number of variables by defining a set 
of common underlying dimension (Hair et al., 1995). F<1ctor <~nalysis is used in this shtdy to 
test for construct validity (Kerlinger, 1964). The items in each variable were analysed 
using the principal components method. The solution produced: (1) the rotated factor 
matrix, (2) the Eigenvalue of each fnctor and (3) the percentage of total variance 
explained. 
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Perceived environmental uncertainty (PEU). 
The Cronbach alpha coefficient (Cronbach, 1951) for PEU was 0.95, which indicaterl a 
very high internal reliability for the scale (Nunnally, 1967). The results of the factor 
analysis are shown in Table 5. 
Table 5 
Factor Analysis of PEU 
Items 
1 
2 
3 
4 
5 
6 
7 
How intensive is each of the following in your industry? 
a. Bidding for purchase or raw materials 
b. Competition for manpowc.7 
c. Price competition 
How many new products and/ or services have been marketed during 
the past 5 years by your industry? 
How stable/dynamic is the external environment (economic and 
technological) facing your firm? 
a. Economic 
b. Technological 
How would you classify the market activities of your competitors 
during the past 5 years? 
During the past 5 years, the tastes and preferences of your customers. 
During the past 5 years, the legnl, political and economic 
constraints surrounding your fim1. 
How often do new scientific discoveries emerge in your industry? 
Eigcnvnlue = 6.83; Totnl vnriancc explained= 68.31% 
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Factor 
loadings 
0.708 
0.818 
0.824 
0.816 
0.877 
0.851 
0.837 
0.909 
0.815 
0.795 
Broad scope MAS infonnation. 
The Cronbach alpha coefficient (Cronbach, 1951) for broad scope MAS information was 
0.92, which indicated a very high internal reliability for the scale (Nunnally, 1967). The 
results of the factor analysis are shown in Table 6. 
Table 6 
Factor Analysis of Broad Scope MAS Information 
Items 
I 
2 
3 
4 
5 
External, ex post financial information (e.g., past trends in sales 
and profits of companies in your industry) 
Internal, ex aute financial information (e.g., future prediction of 
sales and expenses for your company) 
Non-economics information, such as customer preferences, employee 
attitudes, !abo~ rcl,1tions, attitudes of government and consumer 
bodies, compe!J(n•e •' ,·.,ats, etc. 
Information on broad factors external to your organization, such as 
economi:: conditions, population growth, technological 
developments, etc. 
Non~financial information thnt rcl<iles to production information 
such as output rates, scrap levels, machine efficiency, employee 
nbsenteeism, new product lend time, schedule attainment, etc. 
6 Non·financial information that relates to market information such 
as market size, market share, elc. 
Eigenvnlue = 4.38; Total variance explained = 73.02% 
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Factor 
loadings 
0.766 
0.857 
0.848 
0.882 
0.885 
0.883 
SBU performance. 
The Cronbach alpha coefficient (Cronbach, 1951) for the weighted index of SBU 
performance was 0.95, which indicated a very high internal reliability for the scale 
(Nunnally, 1967). The results of the factor analysis are shown in Table 7. 
Table 7 
Factor Loading of the Weighted Index of SBU Performance 
Items 
I Sales growth rate 
2 Market share 
3 Operating profit 
4 Profit margin 
5 Cash flow 
6 Return on investment 
7 New product development 
8 Market development 
9 Research and development 
!0 Cost reduction programmes 
11 Personnel training development 
12 Political and public affairs 
Eigenvalue = 7.73, Total variance explained = 64.44% 
Factor 
loadings 
0.725 
0.753 
0.770 
0.838 
0.886 
0.880 
0.840 
0.798 
0.824 
0.750 
0.707 
0.837 
An additional analysis m the weighted index of SBU performance dimensions indicated 
that the dimensions were highly intercorrelated. The results gave further support to the 
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construct validity of the SBU performance. Table 8 presents the intercorrelations matrix 
for each dimension of SBU performance. 
Descriptive Statistics 
Table 9 presents the descriptive statistics of SHU strategy, PEU, broad scope MAS 
information and the weighted index of SBU performance. 
Pearson Correlation 
Table 10 shows the Pearson Correlation of SBU strategy, PEU, broad scope MAS 
information and SBU performance. 
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Table 8 
Intercorrelations Matrix for the Weighted Index of SBU Performance Dimensions 
1 2 3 4 5 6 7 8 9 10 11 12 
1 Sales growth rate 1.000 
2 Market share 0.796 1.000 
3 Operating profit 0.696 0.613 1.000 
4 Profit margin 0.616 0.646 0.871 1.000 
~ 
~ 5 Cash flow 0.640 0.610 0.692 0.787 1.000 
6 Return on investment 0.587 0.610 0.664 0.757 0.895 1.000 
7 New product development 0.48?. 0.553 0.475 0.577 0.676 0.713 1.000 
8 Market development 0.606 0.572 0.521 0.550 0.638 0.615 0.760 1.000 
9 Research and development 0.475 0.496 0.455 0.528 0.648 0.688 0.904 0.740 1.000 
10 Cost reduction progranunes 0.342 0.410 0.520 0.583 0.594 0.563 0.616 0.536 0.621 1.000 
11 Personnel training development 0.264 0.355 0.426 0.489 0.547 0.567 0.619 0.545 0.656 0.753 1.000 
12 Political and public affairs 0.503 0.617 0.487 0.640 0.742 0.740 0.675 0.600 0.691 0.705 0.621 1.000 
Table 10 
8 
Pearson Correlation Matrix for Independent and Dependent Variables 
SBU strategy 
PEU 
Broad scope MAS information 
SBU performance 
*p < 0.01 
Test for Normality 
1.000 
0.529* 
0.637• 
0.568* 
Xz 
1.000 
0.728* 
0.632* 
1.000 
0.728~ 1.000 
The normal probability plot of the residuals is a common test for normnlity. It compnres 
the cumulative distribution of actual data value's with the cumulative distribution of a 
normal distribution (Hair, eta!., 1995). Appendix D presents the nom1al probability plots 
of the regression models used in this study. The plots show that the residuals of each 
model are fairly normal distributed, ns the line representing the actual dnta distribution 
approximates a straight diagonal line. Hence, the normality assumptions are not violated 
in the regression models and the adequacy of the multiple linear rC'gression model used. 
Thus, the results of the test for normality ndds confidence to the validity of the statistical 
tests obtained in this study. 
Test for Hypotheses 
A path analytic technique was used to test the hypothesised relationship. This technique 
allows the examination of the direct, indirect and the spurious effects (Duncan, 1966; 
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Alwin & Hauser, 1975; Asher, 1983; Greene, 1977; Lewis-Beck, 1980). The equations to the 
structural model are shown as follows: 
X2 = P21 X1 + P2aRa 
X3 = P31X1 + P32X2+ P3bRb 
X4=P41X1 +P42X2+P43X3+P4cRc 
where Xi= the variables measured 
(I) 
(2) 
(3) 
Pij = the standardised partial regression coefficients (path coefficient) 
Ri = the standardised residuals 
The direct and indirect effects among the variables can be estimated by combining the 
path coefficients and the zero-order correlation coefficients as shown in Table 12. 
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Table 12 
Decomposition of the Direct, Indirect and Spurious Effects in the Path M01del 
Path linkages Zero-order Direct Indirect effects Spurious-~ffects Unanalysed 
correlation effects relation 
From SBU strategy (Xl) to PEU (X2) q2 P21 
From SBU strategy (X1) to broad scope MAS information (X3) '13 r,, p32[12 
~ 
N 
From PEU {X2) to broad scope MAS information (X3) P31r12 r23 p32 
From SBU strategy (X1) to SBU performance (X.;) '14 p 41 p42rl2 +P43r13 
From PEU (X2) to SBU performance (X4) 
'24 p42 p 41 fJ2 + p 43[23 
From broad scope MAS information (X3) to SBU performance (X4) '34 p43 P 41 r13 + P 42r23 
Analysis of the direct effect hypotheses. 
Hypothesis H 1 states that there is a direct relationship between SBU strategy and PEU. 
To test the hypothesis, PEU was regressed on SBU strategy by using the model presented in 
equation (1). The results presented in Table 13 indicate a positive and significant 
relationship (P21 = 0.529, p < 0.001) between SBU strategy and PEU, thereby supporting 
hypothesis H1. 
Table 13 
Results of Regressing PEU (X2) against SBU Strategy (X1) 
Variables Path Coefficient t-value p 
coefficient value 
Constant 0.000 13.015 0.000 
X, SBU strategy p21 0.529 4.829 0.00! 
2 2 Adjusted R = 0.268; R = 0.280; Ft 60 = 23.323; signif. 0.000 
' 
Hypothesis H2 states that there is a direct relationship between SBU strategy and the 
extent to which managers' use of broad scope MAS information for decision-making; while 
hypothesis H3 states that there is a direct relationship between PEU and the extent to 
which managers' use of broad scope MAS information for decision-making. Hypotheses Hz 
and H3 were tested by regressing the extent to which managers' use of broad scope MAS 
information against PEU and SBU strategy, fitting the model presented in equation (Z). 
The results pertaining to the hypotheses Hz and H3 are reported in Table 14. The 
coefficient for the path (P31 ) linking SBU strategy and the extent to which manager::l' use 
of broad scope MAS information was positive and significant (P31 = 0.350, p < 0.001). TI1us, 
hypothesis Hz is supported. The coefficient for the path (P32) linking PEU and the extent 
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to which managers' use of broad scope MAS information was positive and significant (P32 
= 0.543, p < 0.001). Thus, hypothesis H3 is also supported. 
Table 14 
Results of Regressing Broad Scope MAS Information (X3) against PEU (X2) and SBU 
Strategy (X1) 
Variables Path Coefficient t-value p 
coefficient value 
Const.:mt 0.000 3.611 0.001 
x, SBU strategy r, 0.350 3.690 0.001 
x2 PEU p32 0.543 5.729 0.001 
Adjusted R2 = 0.605; R2 = 0.618; F2,59 = 47.779; sign if. 0.000 
Hypotheses H4, l-Is and H6 were tested by regressing SBU performance ugainst the extent 
to which manugers' use of broad scope MAS informahon, PEU unrl SBU strategy, fitting 
the model presented in equation (3). Hypothesis H4 states that tl1ere is a direct 
relationship between the extent to which managers' tL'>l' of broad scope :rv1AS information 
for decision making and SBU performance. The results in Table 15 show lhnt the 
coefficient for path (P 43) thclt linked the extent to which mcmagcrs' tLse of broad scope 
MAS information and SBU performance was positive and significant {P43 = 0.487, p < 
0.001). Thus, hypothesis H4 is support~d. 
Hypothesis Hs proposed that there is an indirect relationship between SBU strategy and 
SBU performance through managers' use of broad scope MAS information for decision 
making; while hypothesis H6 proposed that there is an indirect relationship between 
managers' PEU and SBU performance through managers' use of broad scope MAS 
information for decision making. The results in Table 15 show that the coefficient for path 
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(P 42) that linked SBU performance and PEU was not significant (P 42 = 0.195, p < 0.131). 
Similarly, the coefficient for path (P41 ) that linked SBU performance and SBU strategy 
was also not significant (P41 = 0.155, p < 0.176). These results provide initial support for 
hypotheses Hs and H6. 
Table 15 
Results of Regressing SBU Performance (X4) against Broad Scope MAS Information (X3), 
PEU (X2) and SBU Strategy (X1) 
Variables Path Coefficient t-value p 
coefficient value 
Constant 0.000 8.915 0.000 
x, SBU strategy r,1 0.155 1.369 0.176 
x2 PEU p42 0.195 1.533 0.131 
x, Broad scope MAS 
information r,, 0.487 3.475 0.001 
Adjusted R2 = 0.543; R2 = 0.565; F3,58 = 25.158; signif. 0.000 
Analysis of the indirect effect hypotheses. 
To assist in the interpretation of the indirect effect hypotheses {Hs and H6), the 
hypotheses Hs and H6 were tested by examining the decomposition of the zero-order 
correlations between: (1) SBU strategy /SBU performance link, <md (2) PEU /SBU 
perfonnance link. Line 4 of Table 16 presents the decomposition of SBU strategy /SBU 
performance link. The results show a significant zero-order correlation (r14 = 0.568, p < 
0.01) comprises a relatively small and insignificant direct CC'mponent (P41 = 0.155, p < 
0.176), supplemented by a positive and significant indirect effect (P42 r12 + P43 r13 = 
0.413). This result provides further support for hypothesis Hs of the study. Such findings 
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suggest the importance of assessing the effects of SBU strategy en the extent to which 
managers' use of broad scope MAS information for managerial decisions, and of the latter's 
effect m SBU performance. The result provide further insight into the precise effects of 
SBU strategy on MAS design. 
Line 5 of Table 16 presents the decomposition of PEU/SBU performance link. The results 
show a significant zero-order correlation (r24 = 0.632, p < 0.01) comprises an insignificant 
direct component (P 42 = 0.195, p < 0.131), supplemented by a positive and significant 
indirect effect (P 41 r12 + P 43 r23 = 0.437). This result provides further support for 
hypothesis H6 of the study. The results inditate that a large part of the observed 
association between PEU and SBU performance is explained by the intervening indirect 
effect of the extent to which managers' usc of broad scope MAS information for decision 
making. Therefore, it is only via a simultaneous assessment of PEU's effect on the extent to 
which managers' use of broad scope MAS information for managerial decisions, nnd of the 
latter's effect on SBU performur1ce, that we can gain further insight into the precise effects 
of PEU on MAS design. 
The path coefficients obtained for all the rclutiunships proposed in hypotheses H1, H2, 
H3, H4, Hs and H6 arc shown in Table 16 and Figure 8. 
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Table 16 
Results of the Decomposition of the Direct, Indirect and Spurious Effects 
Path linkages Zero-order D~rect Indirect Spurious Unanalysed Total relation 
correlation effects effects effects relation 
From SBU strategy (Xl) to PEU (Xz) 0.529 0.529 0.529 
From SBU strategy (X1) to broad scope MAS information (X3) 0.637 0.350 0.287 0.637 
"' 
" From PEU (X2} to broad scope MAS information (X3) 0.728 0.543 0.185 0.728 
From SBU strategy (X1) to SBU performance (X.,J) 0.56S 0.155 0.413 0.568 
From PEU (X2) to SBU performance (X4) 0.632 0.195 0.437 0.632 
From broad scope MAS information (X3) to SBU performance (X4) 0.728 0.487 0.241 0.728 
-Perceived p(l =0.195 
Environmental 1...:._:- ----
-
(n.s.) 
--Uncertainty (X2) --
-
-
-
-
-
-----
--
--PJ2 "' 0.543 - --
--(p < 0.001) P.IJ= 0.487 
-MAS (p- < 0.001) SBU 
Pn = 0.529 (X,) Performance 
(p < 0.001) (X,) 
• • PJI = 0.350 • -• {p < 0.001) 
-
• 
• -• 
-
• 
- -
• • • SBU • -
-
-
-
-Strategy • • P.,= 0.':55 
• -(X,) • • (n.s.) • -• 
Figure 8. Path coefficients 
Note.- • - - • - insignificant paths 
significant paths 
CHAPTER6 
Conclusions 
Introduction 
This study examined the impact of the usc of accounting information on performance in 
firms pursuing different strategic priorities under various conditions of perceived 
environmental uncertainty. This study focused on broad scope MAS information 
characteristics. Miles and Snow's (1978) extreme typology of deje11der and prospector-types 
are adopted to classify business units' competitive strntegic priorities. 
The motivation for the study comes from the need to provide further empirical evidence on 
the impact of strategy on accounting inforn1<1tion and to develop an integrated research 
framework. Literature revie\\' and prior studie;; have provided strong support for the 
linkages between PEU, MAS and performance, but these studies htwe ignored 
organisation::.! strategy as a contingent variable in their research framework (e.g., Mia, 1993; 
Gul, 1991; Gul & Chia, 1994). Other studies have examined the systematic differences in 
control systems in firms pursuing different strategic priorities, but these studies did nut 
explicitly test for the impact of firms' environments (e.g., Simons, 1987; Abernethy & 
Guthrie, 1994). Additionally, there are only limited studies which examined the role of 
information characteristics in firms pursuing different strategies. Furthermore, the results on 
the linkage between strategy and accounting control systems have been equivocal (e.g., 
Simons, 1987; Govindarajan, 1988). 
Adopting a contingency view, SBU strategy and PEU were hypothesised to affect the MAS 
design which, in tum, will influEnce SBU performance. Six hypotheses were generated. A 
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survey research methodology was used to test the hypotheses. Questionnaires were 
administered to SBU managers in Western Australia's manuf=tcturing firms. The data were 
analysed by using a path analytic technique. 
Findings of the Study 
The rest.Ilts suggest the presence of a contingent relationship between broad scope MAS 
information and SBU performance for firms pursuing different SBU strategy and under 
varying conditions of PEU. The results of this study were consistent wifu the notion that 
under high (low) PEU, the use of broad (narrow) scope MAS information by managers 
operating in firms pursuing prospector {defender)-type strategy led to improved SBU 
performance. 
Contributions of the Study 
This study contributes to the accounting literature in several ways. First, it has improved our 
understanding of the role of organisation strategic priorities and perceived environmental 
uncertainty on the relation between MAS design and SBU performance. The results provide 
evidence to support the propositions that SBU strategy and PEU are important antecedents 
of MAS design. Support was also found for the proposition that MAS design was an 
antecedent of SBU perfonnancc. Specifically, the resultc indicate that managers operating in 
organisations pursuing prospector (defender)-type strategy tend to perceive higher {lower) 
uncertainty in the environment and find broad (narrow) scope MAS information to be useful 
in enhancing their decision making, which in turn, contribi.lting to the improvement of the 
SBU performance. 
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Second, the study has extended prior research work in the area of MAS design by 
developing an integrated research framework. The results relating to SBU strategy, the 
extent to which managers' use of broad scope MAS infonnation and SBU performance are 
consistent with those of prior studies (e.g., Abernethy & Guthrie, 1994). Specifically, the 
results indicate that managers operating in prospector (defender)-type business unit should 
be provided with broad (narrow) scope MAS information to enhance their decision making 
processes. In addition, the results relating to PEU, the extent to which managers' use of 
broad scope MAS information and SBL' performance are also consistent with those of prior 
studies (e.g., Mia, 1993; Gul, 1991; Gul & Chia, 1994). Specifically, managers should be 
provided with broad (narrow) scope MAS information for decision making under high (low) 
conditions of PEU. 
In summary, the shtdy indicates the importance of strategy and environment as contingent 
variables that affect the design of MAS. In addition, the results provide empirical evidence 
to support the view that there must be an appropriate "fit" between contextual variables and 
MAS information characteristics to enhilnCc organisational performance. 
Limitations and Suggestions for Further Research 
As there arc limitations in other empirical studies, this study is no exception. First, the use of 
two extreme strategies (prospectors-defenders) in Miles and Snow's (1978) typology poses a 
potential limitation for this study. Miles and Snow have identified another viable 
competitive strategy, analysers, which is a hybrid of prospectors and defenders. Analysers 
makes fewer and slower product/market changes than prospectors, and they are less 
committed to maintaining stable products and process efficiencies than defenders. 
Consequently, Miles and Snow suggested that analyscrs' information needs are 
fundamentally different from either prospectors or defenders. Although it is possible that 
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some business units in the sample fit the an<:.!ys£>r-type descriptions, all respondents in this 
study were required to categorise their business units into either a prospector or defender-
type strategy. The effect of the forced choice on manag~rs regarding strategy in this study 
cannot be determined. Future research can extend the literature by adopting a more 
comprehensive typology (i.e., include the possibility of an analyser-type strategy) or 
different typologies. 
A second limitation is the problem of generalisability of the results of this study. Since the 
sample was drawn randomly from manufacturing firms only, caution should be exercised 
when generalising the results to non-manufacturing industries (e.g., service industries). 
Third, the SBU performance was measured by a self-rating scale. As there are ongoing 
debates on the value of superior versus self-rr.ting, there is a possibility that the use of a self-
rating scale to measure SBU performunce is likely to h;we higher mean vulues/leniency 
error, and a restricted range /lower v<~riability error in the score (Thornton, 1968; Prien & 
Liske, 1962). 
Finally, the usc of a path model can only imply causnlity between the variables. Tite survey 
research methodology allows for the examination of statistical associations at one point in 
time, and the statements about the direction of relationships can only be made in terms of 
consistency of results with the effects proposed in the theoretical discussion. Future research 
can employ different research methods (e.g., longitudinal field studies) to systematically 
investigate the theoretical causal relationships proposed in this study. 
Additionally, future research can incorporate other contingent variable such as the 
organisation's hierarchy structure. The information needs of managers in an organisation 
are expected to vary between management levels. Managers at top level may have to make 
more strategic-type decisions compared to low level managers, thus, necessitating a broad 
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scope MAS information. Finally, the examination of other information characteristics such as 
timeliness, levels of aggregation and integration would be worthwhile. 
Notwithstanding the limitations, this study has provided further extensions to the research 
work in the area of MAS design (e.g., Simons, 1987; Abernethy & Guthrie, 1994) by 
developing an integrated research framework. More importantly, thic; study has improved 
our understanding of the role of strategy and environment on MAS design. Such 
understanding has important implications for the design of an effective MAS which 
provides relevant and useful information for managers to make better decisions and 
improve organisational performance. 
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Footnotes 
1. MAS design was defined in terms of four information characteristics such as broad 
scope, timeliness, aggregation and integration (Chenhall & Morris, 1986). These 
information characteristics are discussed in Chapter Three. 
2. The notion of "fit" is the key concept of contingency theory. See Van de Ven & Drazin 
(1985) for a detailed discussion. 
3. Management accounting system (MAS) is considered a control sub-system of "an 
overall organisation control package" (see Otley, 1980, p. 421). 
4. h>.·:·1dwa!la's control procedures were: (I) standard costing tmd variance analysis, (2) 
margmo:'t \ •: .. J, (3) flexible: budgeting, (4) internal auditing, (5) operational auditing 
by outside auciitors, (6) Cflpital budgeting techniquc.o, (7) statistical quality control, (8) 
inventory control, (9) production scheduling by operaticns research techniques, and 
(10) systematic managerial performance evaluation. 
5. Sophisticated MAS is defined as having broad scope, timeliness, aggregated and 
integrated information characteristics. 
6. It is expected that firms with less than this number of employees are unlikely to have 
clearly defined areas of tesponsibilities (Brownell & Dunk, 1991). 
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7. 163 managers were not included in the sample for a number of reasons. First, they 
failed to meet the criteria. Second, U1ey could not be contacted or have left the 
companies. Third, some of the companies have ceased operations or moved. Finally, 
some managers did not want to participate in the research. 
8. The calculation of zero·order correlation coefficients assumes that all variables have 
been measured using an interval scale. In this study, SBU strategy has been measured 
as a dichotomous variable and therefore violates an important assumption implicit in 
this measure. An alternative correlation method i~ to use point biserial correlation 
based on the following formula {Kaplan, 1987; Baggaley, 1964, p. 18~33): 
where rpb =point biserial correlation coefficient 
Mp =mean Villue of the high group 
Mq =mean value of the Jov,• group 
p =proportion of cases in the high group 
q =I -p 
cr' =standard deviation of the total group 
Table 11 shows the comparison of zero~order correlation and point biserial 
coefficients. A test confirmed that there arc no statistically significant differences 
between the two coefficients. Therefore, the use of zero-order correlations in path 
nnalysis to test the hypotheses would not affect the results. 
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Table 11 
Comparison Between Zero-order Coefficients and Point Biserial Coefficients 
Path linkages Zero-order Point 
correlation biserial 
coefficients coefficients 
SBU strategy-PEU 0.529 0.525 
SBU strategy-MAS 0.637 0.632 
SBU strategy-SBU performance 0.566 0.564 
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21 August 1995 
«NAME» 
~<TITLE)> 
<<ADDRESS)) 
Dear <<SALUTATION>>, 
Re: Research Project 
Appendix A 
Thank you for agreeing to take part in this survey. The objective of this survey is to gather 
information m the role of accounting information in organization pursuing different 
strategic priorities. 
We realise that you have many demands on your time, and as such, we greatly appreciate 
the 10 minutes you are likely to spend in completing thi~ questionnaire. We shall be glad 
if you can complete and return the questionnaire to us within the next lew days. A prepaid 
self-addressed envelope is enclosed for your convenience. 
All responses to the queslimmaire will be kept strictly confidential. If you have any 
question, please do not h2sitate to call Vincent Chong on (09) 273-8737. 
Thank you for your time and co~opemtion. 
Yours faithfully, 
Vincent K. Chong 
Lecturer in Accounting 
E11c/. 
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Kar Ming Chong 
RP..c.earch Scholar 
Appendix B 
This appendix contains the questionnaire administered to SBU managers. 
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A STUDY ON THE ROl..E OF ACCOUNTING INFORMATION IN ORGANIZATION PURSUING 
DIFFERENT STRATEGIC PRIORITIES 
SECfiONIA); 
1. Which one of the following descriptions most c!o:Wl! fits your business compared to other firms in 
the industry? 
(Please consider your business as a whole and note that neither of the types listed below is 
inherently "good" or "bad") 
The .tw2 organizational types described below are generic and may not exactly represent your 
business. Please try to choose the type which you think your business fits closest to. Tick the 
i!ppropriate box below. 
DTypel 
oc 
D Typc2 
Type 1 - This type of business 
• Attempts to locate and maintain a secure niche inn relatively stable product or service 
area. 
• Offers a more limited or more specialised range of products or services than it~ 
competitors. 
• Offers a difference (e g., higher quality, superior service, lower prices, unique styling, 
etc.) to protect its domain. 
• Is not at the forefr<:mt of developments in the industry. 
• Tends not to be influenced by industry changes that have no direct influence on current 
areas -of operation. 
• Concentrates on doing the best job possible in a hmited area. 
Type 2- This type of business 
• Typicnlly operates within a broad product-m;~rket dom;~in that undergoes periodic 
redefinition. 
• V;~lues being "first in" in new product and m;~rket areas even if not rtll these efforts prove 
to be highly profitable. 
• Responds rapidly to early signals concerning areas of opportunity, and these responses 
often responses often lead to a new round of competitive actions. 
• May not maintain market strength in all of the areas it enters. 
2. In the previous question, you selected a particular description of your business. Which description 
(i.e. Type 1 or 2) best fits your business for the period: 
1 - 3 years ago 
I - 3 ye;~rs from now 
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SECTION (8): Please respond by circling a number 1 to 7 based on the following scale for each of the 
items. 
1. How intensive is each of the following in your industry? 
Of negligible Extremely 
intensity intense 
a. Bidding for purchase or raw materials I 2 3 4 5 6 7 
b. Competition for manpower I 2 3 4 5 6 7 
c. Price competition I 2 3 4 5 6 7 
2. How many new products and/or seiViCes have been marketed during the past 5 years by your 
industry? 
None Many 
I 2 3 4 5 6 7 
3. How stable/dynamic is the external environment (economic and technological) facing your firm? 
a. Economic 
b. Technologic<~! 
Very stable 
(changing slowly) 
2 
2 
3 4 
3 4 
5 
5 
Very dynamic 
(changing rapidly) 
6 7 
6 7 
4. How would you classify the market activities of your compclilors during the pastS year~? 
Becoming more 
predictable 
2 3 5 
Becoming less 
predictable 
6 7 
5. During the pa~t 5 years, the tastes ilnd preference~ uf your ms1omas h<~.ve become: 
Much easier 
to predict 
2 3 4 5 
Much harder 
to predict 
6 7 
6. During the past 5 years, the legal, political <Jnd economic constraints surrmmding your firm h<Jve: 
Remained about 
the same 
2 
7. How often do new scientific discoveries emerge in your industry? 
Seldom 
I 2 
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3 
3 
4 5 
4 5 
Have proliferated 
Greatly 
6 7 
Frequently 
6 7 
SECDON (C): Please indicate the extent of use of the following information characteristics available 
from your organization's management accounting systems (MAS) for your overall decision in your sub-unit. 
INSTRUCTION: Please respond by circling a number 1 to 5 based on the following scale for each of the 
question. The meaning of these numbers is as follows: 
(:
H S',ccasio~~I!Y . 1 • ., ~~\t ~~e time . 21-40%ofthettme/ I t41-60%ofthetimeJ 
1 External, ex post financial information (e.g., past trends 
in sales and profits of companies in your industry) 
2. Internal, ex ante financial information (e.g., future 
prediction of sales and expenses for your company) 
3. Non-eco11omics information, such as customer preferences, 
employee attitudes, labor relations, attitudes of 
government and consumer bodies, competitive threats, etc. 
4. Information on broad factors extemal to your 
organization, such as economic conditions, population 
growth, techno!ogic,ll developments, etc. 
5. Non-financial information that relates to production 
information such as output rates, scrap levels, m<Jchine 
efficiency, employee absenteeism, new product lead time, 
schedule attainment, etc. 
6. Non-financial information that relates to m;uket 
information such as market size, market slwre, etc. 
, , ,~reque~I!Y . (I'",!JSU~~!Y0!!ways _ 
t61-80% of the time I 81-100% of the llmel 
1 2 3 4 5 
2 3 4 5 
1 2 3 4 5 
1 2 3 4 5 
2 3 4 5 
1 3 4 5 
SECTION (0): The questions in this section <Jrt' <~bout your unit's performance. As you answer the 
questions try to be objective. Remember th<Jt the questions <Jre <Jbout your unit's performance, not your 
performance. Circle the correct number for e<~ch qur~tion. 
Pi!rt (Al; Please indicate the degree of importance which is attached by your super,-isors to each of the 
fol!owing items when ev<Jluating your unit's perform<Jncc. 
1. Sales growth rate 
2. Market share 
3. 0Fer<Jting profit 
4. Profit margin 
5. Cash flow 
6. Return on investment 
7. New product development 
8. Market development 
9. Research and development 
Of little 
importance 
1 2 
2 
1 2 
1 2 
2 
1 2 
1 2 
2 
1 2 
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Extremely 
important 
3 4 5 
3 4 5 
3 4 5 
3 4 5 
3 4 5 
3 4 5 
3 4 5 
3 4 5 
3 4 5 
10. Cost reduction programmes I 2 3 4 5 
II. Personnel training development I 2 3 4 5 
12. Political and public affairs I 2 3 4 5 
Part (8); Now, please indicate your unit's actual performance as compared with the cxped•,tions of th<! 
level which should be reached. 
Not at all Outstanding 
Satisfactory 
!. Sales growth rate I 2 3 4 5 
2. Market share I 2 3 4 5 
3. Operating profit I 2 3 4 5 
4. Profit margin I 2 3 4 5 
5. Cash flow 2 3 4 5 
6. Return on investment 2 3 4 5 
7. New product development 2 3 4 5 
8. Market development I 2 3 4 5 
9. Research and development I 2 3 4 5 
10. Cost reduction programmes 2 3 4 5 
II. Personnel training development 2 3 4 5 
12. Political and public affairs 2 3 4 5 
SECfiON (E); For each of the fol!owing questiom, please write your answer in the sp<Ke provided. 
1. Name of your company (optional) 
2. Number of employees in your organization {apprmdmillely) 
3. Present job title/position _ 
4. How long have you worked in this organization? ------ years. 
5. How long have you in this curnmt position? ·------ years. 
6. How many years of experience do you have in your 
current areas of responsibility ------------- years. 
7. Number of employees in your areas of responsibility (approximately) _ 
THANK YOUR FOR YOUR TIMEt 
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7 September 1995 
••NAME>> 
<<TITLE>> 
<<ADDRESS)) 
Dear <<SALUTATION», 
Re: Research Project 
AppendixC 
We refer to our letter dated 21 August 1995 which enclosed a questionnaire for you to 
complete and a prepaid self~addressed envelope for you to return the completed 
questionnaire directly to us. 
lf you have returned the questionnaire, please accept our thanks and appreciation for your 
time and effort. Your participation in the research project have contributed to our 
knowledge and understanding of the role of accounting infomltttion in organization pursuing 
different strategic priorities and decision performance. 
If you have not yet completed or returned the questiOill10irc, we would be most grateful if 
you could do so. We realise that you have many demands on your time, and as such, we 
greatly appreciate the 10 minutes you arc likely to spend in completing this questionnaire. 
We shall be glad if you can cornplete and return the questionnaire to us within the next few 
days. A prepaid self-addressed envelope is enclosed for your convenience. 
All responses to the questionnaire will be kept strictly confidential. If you have any 
question, nlease do not hesitate to cali Vincent Chong on (09) 273-8737. 
Thank you for yol!T time and co-operation. 
Yours faithfully, 
Vincent K. Chong 
Lecturer in Accounting 
Encl. 
BO 
Kar Ming Chong 
Research Scholar 
AppendixD 
This appendix ~.:ontains: 
1) Normal probability plot for SBU strategy on PEU; 
2) Normal probability plot for SBU strategy, PEU and broad scope MAS 
information; 
3) Normal probability plot for SBU strategy, PEU, broad scope MAS information and 
SBU performance. 
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Normal Probability Plot for SBU Strategy, PEU and Broad Scope MAS Information 
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Normal Probability Plot for SBU Strategy, PEU, Broad Scope MAS Information and SBU 
Performance 
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